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The appropriate tax or subsidy should reflect the premium and an
adjustment for environmental impact.   Options that are cleaner than
imported oil should receive an upward adjustment in the subsidy in
addition to the premium.   Conservation and natural  gas production
are good examples.   On the other hand, technologies such as coal
boilers and synfuels plants should receive a downward adjustment
because they cause more pollution than does Imported oil.

The third rule is that any programs that reduce our vulnerability
should be directly compared with the costs of other options for
achieving the same objective including the SPR and import reduction.

The fourth rule is that policies intended to affect foreign oil
and gas supplies should be evaluated on the basis of their
marginal contribution to the world oil supplies.    It is of little
value to provide subsidies or loans to producing states unless
these expenditures result in an increased rate of production.
Any additional production will provide benefits to the U.S
regardless of its source; the size of these benefits on a per-
barrel basis is roughly comparable to the premium on import
reductions although this value will vary depending on the source
of production.   This value will be higher if the. source of supply
is politically stable and militarily secure.    It will  also increase
If the producing country is not a major oil producer since it is
In the interest of the U.S. for oil and gas production to be in
the hands of a large number of relatively small producers.

The rules for determining how far to go in reducing or planning
for uncertainty are more complex, but the general emphasis remains
on providing consistent policies that improve the functioning of
the market and deal with those particular problems for which
private-sector incentives are inadequate.
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